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Dear S i r  or M'adorm: 

We! )lave considered your applicat ion foz xecognit fori 'of  exemptfor from 
Federal income tax  under the provisions o f  sec t ion  "501(c) (4)  o f  t he  
Internal Revenue Code o f  1986 and i t s  app~ i+ab le  Income Tax 
Repulat-ions. Based on the  avai lable information,  w e  have determined 
that  you do r:ot q u a l i f y  f o r  the reasons s e t  f o r th  on Enclosure I .  

Corlsidera tiorl was g i  vcrl t o  whether you q u a l i f y  fok exemption under 
o ther  s~lbsectiorls o f  sec t ion  501 ( c )  o f  the  Code and we h,svr, concluded 
t.l~at you do n o t .  

As ycvlrb orgar~izn tiorl I~as  not @stab1 i sfled exemptf on ,  from Federal income 
t a x ,  i t  w i l l  be necessary f o r  yo~r t o  f i l e  an annual income t a x  return 
or1 Form 1120 because you are an unincorporated assoc ia t ion ,  

I f  y o ~ l  a r e  i r l  ngrcenrent with our proposed denia l ,  please s ign  and 
return one copv o f  the eilclosed Form 6018, Consent t o  Proposed Adverse 
Action. 

I'ou Ilnv-e the  r igh t  t o  protest t h i s  proposed determination i f  you 
be l ieve  that  i t  i s  incorrec t .  To protes t ,  you should submit a wr i t t en  
appeal giving the  f a c t s ,  law and other information, t o  support your 
posi t ion as  explained i n  the enclosed Ib::bl icat fon 892,  "Exempt 
Organizations Appeal PI-occllures fo r  Unagreed Issues" .  The appea.1 must 
be  submitted within 30 Jays from the  date o f  t h i s  l e t t e r  and must 
be signed by one o f  your principal o f f i c e r s .  You may request  a 
Ilcai-.tng w . th  a ~lember of the o f f i c e  o f  the Regional Director o f  Appeals 
rlrher: you E i  l e  your appeal,  I f  a hearing i s  requested,  you w i l l  be 
corltncted t o  arrange a date f o r  i t .  The hearing may be held st  the  
Regional O f f i c e ,  o r ,  i f  you reques t ,  a t  any mutually convenient 
D i s t r i c t  O f f i c e .  I f  you are t o  be represented by someone who i s  not  
one o i  your principal o f f i c e r s ,  he or  she must f i l e  a proper power o f  
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attorney and otherwise qualify under our Conference and Practice 
Requirements as set forth in Section 601,502 of '. the Statement of 
Procedural Rules . See Treasury Department Circular, No. 230. 

If we do not hear from you within the time specified, this will become 
our final determination. 

Sincerely youro, 

/  
 , 

   
bis trict ' Director 

Ecclosures: 3 
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(hereinaf ter  referred t o  as the Assocft!tion) 

Facts 

The Association was formed as an uninccrporated association. The 
forward t o  i t s  Constitution indicates the Association was organized 
on  , and the Secretaryflreasurer o f  the Association 
executed a declaration indicating the By-Laws were adopted on  

 .  The Constitutiun and By-taws were subditted as a singular 
  page document executed by the President and 

Secretary/Treasurer o f  the Association. 

The following purposes are indLcated i n  the Art ic le  I1 o f  the 
Const i t~~t iorz  en t i  tied "Objects", which s ta tes  ' the  following: 

The objects  o f  t h i s  corporation are: 1 )  To e-ta,blish a 
permarTent non-pr0.f i t corporati on and t o  promote f r i  endshfp 
for  those interested i n  the col lec t ion,  poossssZon, and use 
o f  arms and the i r  accessories by responsible persons; 

2 )  To make n united stand i n  opposing legis la t ion chat may 
be i ~ ~ j u r i o u s  t o  the col lec t ion,  possession, and use o f  arms 
by responsible persons; 

3 )  T o  establish regular meetings where 

a )  Club business may be transacted. 

h )  Members may display arms ana accessor.fes, and excl~ange 
s ~ i ~ t l  arn~s and accessoriss i n  accordance with local and 
national laws. 

C )  Mec~Sers may ass i s t  each other i n  locating and acquiring 
arms and accessories o f  the types which in teres t  them most. 

4 )  To es tabl ish ,  uphold, and promote this highc~st e th ical  
standards i n  our act iv i t . tes .  

The application and correspondence indicates the t  the Association 
Sz,icnliy has had two major ac t i v i t i e s :  regular monthly meetings and 
two or t h ~ s e  weekend-long gun shows each year. 

The forward t o  the Consticution and By-Laws describes the monthly 
meeting- as follows: 

The ma J o r i t y  o f  the club mer.rbers are from the   
v i c i n i t y .  Twelve rze t ings  per yea1 are he ld ,  presently 
meet.ings are held i n   central ly  1.ocated f o r  
majority o f  our members. 
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The  encourages i t s  members t o  bring and d isp lay  
rare and unusual i tems from t h e i r  co l l ec t ions .  O u r  meetings 
are not  open t o  the  general public ,  but are open t o :  

A )  Members i n  good standing of , A f f i l i a t e d  arms 
co l l ec tor s  organization. 

B )  Guests as defined i n  the  nex t  a r t i c l e  fol16wing t h i s  one. 

C )  Persons i n  the  immediate family  o f    member. 

Tllc appl ica t ion  And correspondence present the  following f a c t s  about 
tlie gun shows. The gun shows have been held at!    

. The shows are open t o  the  general public;. The admission f e e  
f o r  Adults i s  do l lar s ,  while chi ldren under ' twelve are  admitted 
f r ee  o f  charge. Exhibitors a t  the gun show can be e i t h e r  members or  
nonmembers ~ n d  rent  display space a t  t he  fo l lowi i~g  r a t e s :  members one 
day -  ~ ' o l l a r s :  two days -  do l lar s ;  nonmembers one day - 

 do l lar s ;  tvo  days -  do l lar s .  The ~ s s o c ' i a t i o n  i n d i  cated t h a t  
f i f t y  percent- o f  the exllibitors d isp lay  t h e i r  co l l ec t ions  f o r  s t r i c t l y  
h i s  toz.ical and educational. purposes and the  o ther  f i f t y  percent are 
s e l l i n g  guns, knives and other related equipment. The educational 
e sh ih i to r s  and s e l l i n g  exhib i tors  pay the  same r a t e s  f o r  d isp lay  space 
and a l l  displays are presented i n  the  same area. 

The Association has extensivo ru le s  governing s a f e t y  and permitted 
e x h i b i t s .  The s a f e t y  ru l e s  are designed t o  ensure a l l  i tems a t  the  
short are displayed and handled i n  a s a f e  and legal  manner. The ru le s  
on permitted exhibit .? g ive  detai led condit ions o f  what i tems may be 
11:ciuded i n  an cxhib lc .  The d i s p l t y s  can include small arms and 
related accessories  and a wide var i e t y  o f  shooting equipment such as 
t a r g e t s ,  spot t ing  scopes, b u l l e t  t raps ,  and many o ther  i tems along 
t.hese l i n e s ,  Tools and parts for repair  o f  arms can be displayed as  
well  as ammunition and reloading equipment. Various edged weapons can 
be displayed;  the  r u l e s  indicate  tha t  these should be spec ia l t y  i tems 
normally not found on the  open market t ha t  would be o f  i n t e r e s t  t o  
c o l l e c t o r s .  Various m i l i t a r y  and mfscollaneous i tems can a l s o  be 
displayed such as headgear and uniforms, re la ted  books and a r t ,  archery 
eq~1iprner.t anti cap guns. The i tems l i s t e d  above are on ly  a part o f  what 
the r u l e s  permit,  but i t  provides a general idea o f  what can be d i s -  
played a t  the gun shows. 

The Association does not receive any commissions from t h e  shows, only  
rent  f o r  d isp lay  space. I t s  members provide about  hours o f  
volunteer l ~ b o r  f o r  each show. The Associacion adver t i s e s  the  shows 
w i t 1 1  c l a s s i f i e d  newspaper ads and f l y e r s .  The adver t i s ing  i s  directed 
over a wider area than jus t  t he  local  community. The A S S O C ~ R ~ ~ O ~  does 
not  have records concerning whether those s e l l i n g  merchandise are  
orofessional  dealers  or  ju s t  hobbyis t s ,  and it  es t imates  on ly   
percent o f  those s e l l i c g  are from the community. 



 

, 
The gun shows have regularly sI~own a profit and hdve bean the primary 
source of income for the Association, The follbwfng fnfcrmatfon is 
presented to show the Associa ti on 's income patteriibffor the past several 
years. 

Yea r.  Gun show gross Gun show net fnconie Association 
income gross income 

li 

 $  $  ,. .:. 
' , I ,  $  

       
    
    
    

Total $  $  $  

The Association estimates that e percent of the gross income 
received from the gun show is from nonmembers and Che balance is frmn 
members. The Assocfatfon also receives membershffj dues in the range 
of $  in , up to $  in ; and invest'hlent income from $  
in  up to $  in . The Association listd only one asset on 
its balance sheet, which fs cash in interest bearing accounts, Thfs 
illcreased from $ 9 in , to $  by . The finan- 
cial sea temen ts -1so indicate the Associati on donates $  each year to 
the  , which is a tax (exempt organization 
urlder sect 'on 501 (c) (4). Any other use of funds is for the purposes 
indjcated by the associarfon fn its correspondetme stating, "proffts 
arid ft111ds are used to cover operating expenses! and benefits that 
membership to club offer. ie (Dinner meetings, club hats, patches, 
badges erc. ) "  . 

LAW AND ANALYSIS 

Sectfo~ 501(c)(4) t ' the Code provides for the exemption from Federal 
fncome tax of cfvfc leagues or organizations not organized for profit 
but operated exclusively for the promotion of social welfare, or local 
assocfations of employees, the membership of which is 1imf ted to the 
employees of e designated person or persons in a particular 
munfofpolfty, and the net eami~gs of which are devoted exclusively to 
charitable, educational, or recreational purposes. 

Section 1.501 (c) ('4) -1 (a,) (2) (f) of the Regul~tlons states that an organ- 
ization is operated exclusively for the prowtion of social welfare if 
it fs primarily engaged in promoting in some way tho cormnon good and 
general welfare of the people of c conrmunity. An organfzation 
embraced within this section is one rhich is operated primarily for the 
purpose of bringing about civic betternent aqd social improvements. 
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Section 1.501 ( c )  ( 4 )  -1 ( a )  ( 2 )  ( i f )  o f  the ~ e ~ u l a t i o n d ' ~  provides that  an 
organization i s  not operated primarily for the pYomotion o f  social: 
welfare i f  i t s  primary a c t i v i t y  i s  carrying on a " ~ b u s i n e s s  with the 
general public i n  a manner similar t o  orgianizations'which are operated 
for p r o f i t .  i s , 1  

, 

I t  i s  d i f f i c u l t  t o  ascertain which o f  the two majob a c t i v i t i e s  o f  the 
Associat'fon, the monthly meetings or the gun shows, are the primary 
a c t i v i t y .  The monthly meetings occur more frequently,  but the gun show 
represents the Associatfon's  public contact and f s t t h e  primary sourco 
o f  the Assoclatfon's  funds. By demonstrating thAf neither a c t i v i t y  
would s a t i s f y  the requirements for exemption under)' section 501(c)(4) 
o f  the Code, the questioll o f  which i s  the primaky a c t i v i t y  becomes 
IROO t . So both o f  the Assocfntion's major act.tvPhies w f  11 be con- 
sidered. 

Concertling the gun show a c t i v i t y ,  we re ly  on Club Gaona, Inc. v .  
United States 167 F .  Supp. 741 (1958), which cofidid6red an organiza- 
) 

t ion  that  started out w f  t h  the purpose o f  develbpfng the youth o f  
Mexi can ancestry in to  responsf ble c i t i zens .  In l a t e r  years the 
organization's  principle ac t i v i t y  was the promotion"of regular public 
dances, which resultcd i n  growing prof.tts that  beuame i t s  m j o r  source 
o f  illcome. The club used these prof f  t s  for speculative real es ta te  
dealings. The court held that the organizatfon was no longer ex- 
c lus ively  engaged i n  social welfare a c t i v i t i e s  as 1::s p r o f i t s  wers 
devnred t o  the accclmulation o f  funds which were not'jused i o r  ascertain- 
~ b l  c c i v i c  projects. 

The Association, on the other hand, re l i ec  on Rev{; Rul. 78-131, 1978 - 
1 C.R. 157, which provides that a nonprsf i t  organization whose purpose 
i s  to develop and encourage in teres t  i n  painting , ibculpti*re, and other 
ar t  f o ~ m s  by conducting, i n  a nonconmercial manner, a 1 omn1ur2i t y  a r t  
sl~ow qua1 i f i e s  for e x~mp t f  on as dn c*rganizati on operate 1 exclusively 
for  the promotion o f  social welfare under section 501,c)(4) o f  the 
Code. 

The Associntion compares i t s  gun show a c t i v i t y  t o  an a r t  show described 
i n  Rev. Ru.1. 78-131, ci ted above, which found the organization was 
exempt ~tnder s ec t f  on 501 ( c )  ( 4 ) .  Thera are some notable d i f ferences  
between the ar t  shows o f  Rev. Rul. 78-131 and thd Association's gun 
shows that  indicate the gun shows are operated ir ,  a commercial manner. 
Tile general public must pay admission t o  attend a 67 . show. The gun 
shows lack a co~nmuni t y  orientation because they art? advertised beyond 
the local community and only  percent o f  the dealers participat-  
ing i n  the shows are  fro.^ the comunity.  Unlike the a r t  shows, the 
educational displays and the displays o f  dealers making sales are a l l  
i n  one section Without any segregation o f  the two a c t i v i t i e s  i t  i s  
d i f f i c u l t  t o  substantiate that  there are displays meant t o  be s tr . lc t ly  
educational. Nothing profi fbi ts  ary participant renting display space 
from se l l ing  the items on display anywhere in  the shows. Also many o f  
the items that  can be displayed a t  the gun shows ere not educational, 
but could be  merchandise that  an exhibitor could s e l l  for  personal 
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pro f i t  The gun show seems similar t o  a f l e e  market ' for those interested 
in  se l l ing  or obtaining weapons and mi l i tary  paraphbrnalia. Similar t o  
the dances in  Club Gaona, Inc. vL Uniced Stabes, the gun s h ~ w  has 
been regularly prof i tab le  for  the Association, and .the p ro f i t s  have been 
held and invested for  the bene f i t  o f  the members. The gun show a c t i v i t y  
does not serve a purpose that would j u s t i f y  exemption under section 
501 ( c )  ( 4 ) .  

Next w e  w i l l  consider the molthly meeting#. The monthly meetings are 
limited to  the Association's members, the i r  immediate famil ies ,  and 
?]embers o f  arms collectors organizations. TAD Association compares 
i t s e l f  to  the organization i n  Rev. Rul. 66-273, 1966 - 2 C . B .  22,  which 
provides that a nonprofit  organization may qua l i f y  for  exemption from 
Federal income tax under section 501 ( c )  ( 4 )  o f  the Internal Revenue Code 
o f  1954 where i t  provides a commr~nity with facilitidrs for  r i f l e ,  pistol  
and sl~otgun practice and instructions i n  the safe  handling and care o f  
weapons. Thcse a c t i v i t i e s  were held t o  promote the  common good and 
gencrnl welfare o f  the community wichin tho meaning o f  501 ( c ) ( 4 )  o f  
the Code. The Associntion maintains, i n  i t s  correspondence, that  it 
" . . . s p e i ~ d s  the majority o f  i t s  time during i t s  monthly meetings on these 
sor ts  o f  activities, but only a couple o f  weekend4 a year on the gun 
shows". The fac t s  presented do not support t h i s  cgntention. According 
t o  the Association's attendance rules the public can not attend these 
meetings and would generally derive no dene f i t .  The meetings are 
described as an 7 1  ' -  2 to  handle Association business and for  members 
ro  dlsploy and e arms and accessories. Also the Association 
locks f a c i l f t i t s  t r~a t  could be used for  the sa fe  f i r i ng  o f  weapons. 
These meetings do not provide a publi~.  b e n e f i t ,  and, therefore ,  the 
meetings f a i l  as an a c t i v i t y  that  woulc' cause the Association t o  be 
c~~nsidered exempt ~ ~ n d e r  section 501 ( c )  ( 4 )  o f  the Code. 

The Association also has some minor a c t i v i t i e s ,  whlch we consider 
incidental t o  i t s  c:lnim for exemption. The $ , g year the  club con- 
t r ibutes  t o   i s  not comensu.rate witlz the 
-4ssoci n t ion  ' s income insofar as indicating an exempt purpose. The 
Association s ta tes  that it supports  by obtaining range 
time and firearms training for  them. Khan asked how many lecture.; and 
supervised shooting outings the A.:soclation .*yonsored for  the  
i n  the past two years, it fa i led  cn p.povfde any fnf0.t-mation on past 
a c t i v i t i e s  and noted there i s  one schedrlltd for  . Based 
on an analysis o f  the A s s o c i a t f ~ n ' s  a c t i v i t i e s  it 1s concluded that  they 
do not promote soci a1 welfare witllirt . he meaning of Section 501 ( c )  (4 )  o f  
the Code ~ n d  the corresnonding regulations. 

Because the As >ciation .?lso compares i t s e l f  t o  a0 organization exempt 
under section 501(c)(7)  02 the Code, we w i l l  consider that  section 
a l so .  

Section 501 ( c )  ( 7 )  o f  the Code provides for  the ekemption from Federal 
income tax  o f  clubs organized for pleasure, recreation,  and other 
nonprofitable purposes, substantial ly a l l  o f  the a c t i v i t i e s  o f  which 
are for  such purposes and no p a r t  o f  the ne t  earnings o f  which inures t o  
the bene f i t  o f  any private shareholder. 
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Section 1.501 ( c )  ( 7 )  -1 ( a )  o f  the  Regulations s t a t e s  tha t  t h e  exemptf on 
provided by sect ion 501 ( a )  o f  the Coda for  an o r g d l z a t f o n  described i n  
sect ion 501 ( c )  ( 7 )  o f  the  Code applies  only to  c l u ~ d ,  which are organized 
and operated exclusLvely for  pleasure, recrea t t in ,  and other non- 
prof i table purposes, but does not apply t o  any c i ~ b  i f  any part o f  i t s  
ne t  earnings inure t o  the bene f i t  o f  any p r i v f t e  shareholder, I n  
general ,  t h i s  exemption extends t o  social and r d b h a t f o n  clubs which 
are suppcu-ted s o l e l y  by membership foes ,  clues and 'Hssessments. However, 
n club otherwise en t i t l ed  t o  exemption w i l l  no t  b d a i s q u a l i f i e d  because 
i t  raises  revenue from members through the use o f  &lub f a c i l i t i e s  o r  i n  
connection with club a c t i v i t i e s .  

In considering whether the Association could be exempt under sect ion 
501(c ) (7 )  o f  the Code, we re l ied  on Public Law 94-568, 1976-2 C . B .  596, 
which provides that  a social club may receive up ed 35 percent o f  i t s  
gross r e c e i p t s ,  including investment income from ' fourcos outside i t s  
membership without losing exemption. Within t h i s 1 '  35 percent anmunt, 
not more than 15 percent o f  the gross receip ts  should be darived from 
the use o f  a social c l u b ' s  f a c i l i t i e s  or services by the  general public. 

Tlle gun show a c t i v i t y  involves the public in a iOommercf.rl manner as 
previously explained. The gross reco fp t s  that  r e s u l t  from these dealings 
v io la te  the guideline se t  out by Public Law 94-568, c i ted  above, which 
se t s  a standard o f  I fs f teen percent as  the  mwcibXtm m u n t  o f  gross 
receip ts  a social club can receive from the  general public and s t i l l  be 
corlsidersd exempt. The Association indicated  percent o f  i t s  
rece ip ts  from the show were from the  general public, which r e s u l t s  i n  

 percent o f  i t s  to ta l  gross receip ts  from  , through 
  , being received from the  general public a s  shown below: 

Tlle following analysis  i s  based on the  financial PnL"onnation ?resented 
i n  tho table  on page 5 .  

 percent o f  the gun shows' gross receip ts  o f  $  i s  
$ , which divided by the Association's t o t a l  gross income for  the 
same period o f  $  resu l t s  i n  a r a t i o  o f  nonmihber income t o  to ta l  
gross income o f  8, which exceeds the % l i m i t  &I nonmember income. 

P r o f i t s  derived from nonmembers, unless s e t  as ide ,  subsidize the c lub ' s  
a c t i v i t i e s  for  members and  r e s u l t  i n  inurement wi , thfn the meaning o f  
501 ( c )  ( 7 )  o f  the Code. As  previously mentioned, i ;he Association has 
stated it has intended i t s  revenues t o  be used f o r ,  +.he b e n e f i t  o f  i t s  
members. The A s s o c i ~ t i o n  has not s e t  aside funds t c l  be used for  char i t -  
able purposes, and, there fore ,  the fac t s  and c f r c ~ s i a n c e s  indicate  that  
these receip ts  from nonmembers do r e s u l t  i n  inurement t o  the  members o f  
tho Association. 
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The Associat ion r e l i ed  on Rev. Ru1. 74-148, 19741Jl G . B . ,  172,  which 
prc.vided tha t  a nonpro f i t  organ1 z a t i  on t ha t  conddcts regular  bowling 
tournaments f o r  i t s  members q u a l i f i e s  f o r  exeniption under s ec t i on  
501 ( c )  ( 7 )  o f  the  code where i t s  overa l l  program i s  designed t o  e f f e c t  a 
commingling of members f o r  t h e i r  pleasure and recrba t fon .  The awarding 
o f  cash pr i z e s  t o  tournarne::t winners from tournament e n t r y  f oe s  1 s  no t  
an inurement o f  n e t  income t o  members. Th i s  compacrison f a i l s  because 
i n  t he  above revenue ru l ing  tho funds expended f o r  t h e  b e n e f i c  o f  
members by the  exem?t organizat ion were obtained f l%m membors, but  in 
t l l i s  case the  Arsocjat ion depends on nonmember iffcorns a s  demonstrated 
above. 

:, '? : 
I, 

CONCLUSION I ' 
i ::, 

Z71e nssist:once the Assocint i  on provides t o    ar;d t he  
 i s  inc identa l  i n  r e l a t i o n  t o  i t s  o ther  

a c t i v i t i e s .  The Associarion's  two major a c t i v i t f . d k ,  t h e  gun show and 
the  montt11.y n~ce t ings ,  f a i l  t o  promote soc ia l  wel fare  w i th in  t he  metning 
o f  .sect ion 501 ( c )  ( 4 )  o f  t he  Code and the  ' : re la ted  Regulat ions.  
There fore ,  the  Association does noc q u a l i f y  f o r  ex'&mption under s ec t i on  
.501(c)(4) o f  the Code. The Assoc ia t ion ' s  gun show a c t i v i t y  r e s u l t s  i n  
il~tirement t o  n~ember~s by v i r t u e  o f  tho p r o f i t s  r e s u l t i n g  from t h e  r en ta l  
of disp loy  space t o   onme members. A portion o f  these  p r o f i t s  have been 
used r.0 o f f s e t  the expenses o f  t h e  Associat ion ond thus  reduce t he  
omocllt of dues nembers would have t o  pay. The balance o f  t he  p r o f i  ts 

n:ociintr.lated f o r  fu ture  use by tho  members. 2'hus t h e  Assoc ia t ion ,  
bec.?t.~so of t h i s  inurement, does not  q u a l i f y  f o r  &emption under s ec t i on  
50.1 (c) ( 7 )  o f  the  Code. 
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